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TJIE  currency  question,  considered  in  relation  to 

the  Act  of  the  7th  and  8th  Victoria,  chap.  32,  commonly 
call'd  The  Bank  Restriction  Act.  By  George  Combe,  Author 
of  ‘ The  Constitution  of  Man,”  etc,,  etc.  Seventh  Edition, 
rev:  sed  and  corrected. 


Fi’om  “THE  TIMES”  (City  Article)  of  March  4,1856. 

“ A.  SERVICE  has  been  rendered  to  the  commercial  public,  and  to  all 
pcrs  ons  desirous  of  obtaining  a concise  exposition  of  the  principles  and 
opei  ation  of  the  Bank  Charter  Act  of  Sir  Robert  Peel,  by  the  republi- 
cati  >n,  as  a pamphlet,  of  the  series  of  articles  on  ‘ The  Currency  Ques- 
tion ’ recently  contributed  to  the  Scotsman  newspaper  by  Mr.  George 
Cor  ibe.  Its  great  merit  is,  that  it  supplies  the  want,  constantly  felt  by 
mai  y intelligent  persons,  of  a concise  and  logical  statement,  to  save 
then  from  wading  through  the  mass  of  contradictory  treatises  daily 
pou  ed  forth  upon  the  subject,  and  commonly  sup])osed  by  modest 
inqi  irers  to  be  profound  in  proportion  as  they  are  incomprehensible. 
No  mch  work  has  hitherto  been  attainable.  Lord  Overstone,  to  whom 
Sir  R.  Peel  was  indebted  for  the  philosophy  upon  which  he  acted,  has 
exp  mnded  from  time  to  time  the  entire  principles  of  the  system;  but 
his  vritings,  together  with  those  of  Mr.  Norman,  Colonel  Torrens,  and 
Sir  Charles  Wood,  have  appeared  at  intervals,  as  the  necessity  of  the 
occj  sion  demanded,  and  not  in  a collective  form  so  as  to  be  available 
for  1 he  uninstructed  reader,  desirous  for  the  first  time  of  grasping  the 
argi  ment  as  a whole.  Mr.  Combe’s  pamphlet  fulfils,  in  this  respect, 
eveiy thing  that  could  be  required;  and,  to  their  surj)rise,  it  will  show 
mai  y ivho  have  been  deterred  from  the  topic  by  regarding  it  as  some- 
thin g only  to  be  mastered  by  the  experience  of  a life,  that  it  involves 
notl  ing  but  what  may  in  half  an  hour  be  comprehended  by  any  mind 
free  from  the  incurable  hallucination,  that  there  is  some  method  for 
Got  ernments  to  create  at  pleasure  ‘ a sufficient  supply  of  the  circulating 
inei  ium.’  It  will  at  the  same  time,  until  its  broad  and  simple  doctrines 
shall  have  been  controi'erted,  leave  no  excuse  for  those  who  may  con- 
tinu  3 to  trouble  the  community  with  incessant  effusions  on  the  matter, 
indi  mating  nothing  except  a unanimity  of  disagreement,  and  that  the 
raaz  3 in  which  each  struggling  theorist  is  lost,  is  an  independent  one  of 
his  I )wn  creation.” 
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31’rom  “ THE  MORNING  POST”  (City  Article)  of 

March  31, 1866. 

‘ We  have  another  edition  of  Mr.  George  Combe’s  treatise  on  the 
u t money  question  now  before  us.  Mr.  Combe’s  pamphlet  on  the 
•r  3ncy  may  be  termed  the  alphabet  of  monetary  science.  It  has,  we 
d jrstand,  passed  through  six  editions  in  less  than  a month — a cir- 
r stance  not  of  frequent  occurrence  in  the  history  of  currency  writings, 
li  m it  is  considered  that  the  fluctuations  in  the  circulating  medium  of 
^ country  affect  materially  the  prices  of  every  article  of  consumption, 
)aramount  importance  of  knowing  the  moving  cause  becomes  pro- 
imtly  apparent.  Every  merchant,  trader,  and  banker,  and  every 
il  er’s  clerk,  can  now  master  this  subject  without  much  trouble,  as  it 
li  ;re  rendered  perfectly  easy;  and  without  much  cost  of  time,  as  in 
i jingle  pamphlet  the  whole  question  can  be  examined  in  less  than  an 


I 
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THE  CURRENCY  QUESTION. 


[Fmn  the  Daily  Scotsman  of  11  th  May,  1856.] 

A number  of  “ refutations  ” in  the  shape  of  pamphlets  have 
appeared  of  our  views  on  the  currency  formerly  published.  No  two 
of  them  agree  in  their  own  plans  of  currency  reform,  and  most  of 
them  fail  to  trace  the  application  of  their  principles  to  actual  business 
transactions;  or  at  least  they  appear  to  us  to  fail.  Instead,  there- 
fore, of  attempting  the  task  of  replying  to  each  in  detail,  we  shall 
submit  a few  elucidations  of  principles  which  apply  to  all  plans  and 
systems,  and  leave  the  public  to  form  their  own  judgment  on  the 
subject.  Among  the  publications  dealing  with  our  recent  articles 
are  a pamphlet  by  Lieutenant- Colonel  J.  H.  Macdonald,  entitled 
“ Mr.  George  Combe’s  Doctrines  on  the  Currency  Question  Ex- 
amined and  Refuted and  an  anonymous  one  by  “ Civis,”  entitled 
“ A Reply  to  Mr.  George  Combe’s  Pamphlet  on  the  Currency,  etc.” 
Mr.  Edwin  Hill  has  published  an  independent  work,  entitled  “ The 
Principles  of  Currency,  etc.,”  and  commented  on  our  views  in  the 
London  Globe. 

Besides  these  we  have  also  a brochure  by  Mr.  John  Haslam,  late 
“ Turgot,”  called  " The  Paper  Currency  of  England  Dispassionately 
Considered ; with  Suggestions  towards  a Practical  Solution  of  the 
Difficulty” — a well- written  and  dispassionate  pamphlet,  clear  in  ex- 
pression, and,  on  the  whole,  logical  in  thought.  The  following  are 
the  leading  views  which  it  contains. 

Our  monetary  code  presents  a most  anomalous  appearance.  The 
Bank  of  England,  possessing  a bond  fide  capital  of  about  £18,000,000, 
is  restricted  to  the  issue  of  £14,000,000  of  Notes,  on  the  security 
of  that  capital ; for  every  note  circulated  above  this  amount  it  must 
hold  gold.  The  250  English  country  Banks  are  authorised  to  issue 
notes  to  the  extent  of  their  average  issues  in  1844,  without  reference 
to  the  amount  of  their  capital;  there  being  cases  in  which  their 
issues  exceed  their  capital  in  the  proportion  of  three  to  one.  Again, 
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while  th'!  existing  Banks  are  protected  by  the  Act  of  1844  in  the 
enjoyrae  it  of  this  privilege,  no  new  Bank,  however  extensive  its 
capital,  und  no  non-issuing  Bank,  however  indisputable  its  security, 
is  endowed  with  a similar  prerogative.  Farther,  the  Banks  of  issue, 
considered  as  a whole,  are  permitted  to  contract  their  issues  un- 
represented by  gold,  at  their  own  discretion,  while  they  are  absolutely 
prohibit!  id  from  increasing  them  beyond  the  statutory  limits,  under 
any  circ  imstances  of  monetary  pressure. 

Mr.  F aslam  holds  that  the  issue  of  paper  money,  like  coining, 
should  lea  function  of  the  State,  and  the  profits  of  it  appropriated 
to  the  n itional  service.  To  withdraw  the  privilege  of  issuing  notes 
unreprei  ented  by  gold  is  not  to  interfere  with  private  rights  or  the 
freedom  of  trade.  The  issue  of  unrepresented  paper  money  is,  in  its 
nature,  essentially  distinct,  not  only  from  the  ordinary  operations  of 
trade,  b it  of  banking. 

“ The  banker,  in  common  with  the  merchant  or  manufacturer, 
derives  his  profits  from  the  reproductive  employment  of  his  own 
capital,  together  with  as  much  of  the  capital  of  his  customers,  as  he 
can  ind  ace  them  to  intrust  to  his  care.  But  unrepresented  paper 
money  is  not  capital,  and  is  no  more  the  property  of  the  banker  or 
his  cust  imers,  than  it  is  of  the  merchant  and  manufacturer,  or  their 
respecti  re  customers.  In  effect,  however,  it  is  equivalent  to  capital, 
and  its  employment  is  equally  profitable;  any  transfer,  therefore,  of 
the  proi  its  arising  out  of  its  issue  to  a number  of  private  individuals, 

. is  not  only  an  act  of  injustice  to  all  the  rest  of  the  community,  but 
is  a rea  source  of  injury  to  every  banker  or  dealer  in  money,  who  is 
exclude!  from  the  enjoyment  of  the  privilege.  For  it  is  clearly 
impossi  )le  for  one  who  is  limited  to  the  employment  of  his  capital 
and  cri  dit,  to  compete  on  equal  terms  with  rivals  who  are  thus 
authorii  ed  to  operate,  not  only  on  their  capital  and  credit  combined, 
but  alsc  on  a species  of  fictitious  capital,  which  they  are  permitted 
to  create  at  pleasure.  And  the  only  mode  in  which  this  injury  can 
be  succ  jssfully  averted,  is  by  securing  the  profits  arising  out  of  the 
privileg  5 of  issue  to  the  general  body  of  the  community  at  large.” 

In  tlis  country,  there  are  constitutional  objections  to  investing 
the  Go'  'ernment  with  the  power  of  issuing  paper  money,  and,  there- 
fore, M p.  Haslam  proposes  that  this  should  be  accomplished  by  one 
distinct  establishment,  authorised  and  duly  regulated  by  Act  of  Par- 
liament, and.  on  the  whole,  he  prefers  remodelling  and  employing 
the  Bai  ik  of  England  to  discharge  this  function. 

The  most  essential  features  of  his  proposal  are  the  following: — 

“ Isl . That  the  total  paper  issues  of  England  and  Wales  be 
gradual  ly  concentrated  in  the  Bank  of  England. 

“ 2n  1.  That  the  latter  be  required  to  render  a fair  equivalent  for 
the  exc  lusive  privilege  of  issue  in  the  form  of  certain  Treasury 
charges  to  be  imposed  on  the  total  amount  of  its  unrepresented 
circulation — i.  e.  its  circulation  of  notes  unrepresented  by  bullion. 
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“ 3rd.  That  the  normal  circulation  of  unrepresented  notes  to  be 
issued  by  the  Bank  be  fixed  at  the  present  authorised  issues  of  the 
united  banks  of  England  and  Wales — viz.,  about  £22,000,000. 

“4th.  That  in  order  to  provide  for  cases  of  pressure,  the  Bank 
be  allowed  to  issue  in  excess  of  its  normal  limit  of  £22,000,000,  but 
f only  on  condition  of  paying  a Treasury  charge  sufficiently  high  to 

])revent  its  exceeding  that  limit,  except  when  currency  is  scai’ce  and 

the  demand  for  it  proportionally  urgent. 

“ 5th,  and  General  Summary  of  the  Conditions  of  Issue.  That  the 
Bank  of  England  be  allowed  to  issue  £11,000,000  of  unrepresented 
notes,  subject  to  a minimum  Treasury  cliarge  of  I per  cent.,  a second 
£11,000,000,  subject  to  a medium  charge  of  2 per  cent.,  and  any 
discretional  number  of  notes  in  excess  of  the  total  £22,000,000 
subject  to  a maximum  charge  of  4 per  cent.” 

In  our  discussions  of  the  “ Currency  Question,”  we  have  never 
asserted  that  the  Restriction  Act  of  1844  is  perfect  in  all  its  deta.ils ; 
and  we  grant  to  Mr.  Haslam  that  the  monetary  system  of  the  United 
Kingdom  is  one  characterised  by  anomalies  and  inconsistencies,  and 
that  it  may  be  improved.  Government  took  it  up  as  it  found^  it 
existing,  and  aimed  merely  at  preserving  all  that  portion  of  it  which 
had  been  found  compatible  with  the  public  welfare,  and  abridging 
those  self-assumed  powers  of  issuing  unsecured  and  unrep^resented 
currency  notes  which,  in  their  abuse,  had  entailed  so  much  loss  and 
suffering  on  the  community.  Great  opposition  would  probably  be 
^ offered  to  Mr.  Haslam’s  scheme  of  concentrating  the  power  of  issuing 

notes  in  the  Bank  of  England,  on  the  ground  of  centralisation  ; and 
it  may  be  reasonably  maintained  that  local  banks  of  issue,  if  pro- 
perly regulated,  will  be  more  convenient  and  useful  to  the  provincial 
])ublic,  than  one  huge  establishment,  which  would  naturally  obey 
London  influences,  and  might  fall  easily  under  Government  control. 

But  these  are  points  of  secondary  importance. 

The  main  question  is,  whether  Mr.  Haslam  s object  of  devising 
“a  paper  currency  that  shall  contract  and  expand  in  conformity 
with  the  requirements  of  commerce  ; that  is  to  say,  contract  when- 
ever trade  is  stationary  and  the  supply  of  commodities  in  the  market 
small,  and  to  expand  whenever  trade  becomes  active  and  the  supply 
of  marketable  commodities  undergoes  an  increase  ;”  be  one  that  can 
be  accomplished  by  his,  or  any  other,  legislative  means. 

We  shall  endeavour  to  state  the  question  in  a plain  and  practical 
form.  In  our  view.  Bills  of  Exchange  and  Drafts  on  Bankers  are 
instruments  for  paying  for  things  already  produced,  when  bought  and 
sold,  but  not  for  calling  them  into  existence.  A manufacturer  may 
have  a capital  of  £10,000  invested  in  buildings  and  machinery,  and 
£10,000  worth  of  raw  material  on  credit;  but  without  “ currency 
to  pay  wages,  he  could  not  set  his  machinery  in  motion,  or  produce 
^ goods.  Thus,  because  labour  is  the  essential  element  in  production, 

and  “ currency  ” in  small  denominations  and  unquestioned  value,  is 
indispensable  in  paying  wages,  production  is  dependent  on,  and  is 
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limited  )y,  the  amount  of  “ currency  ” which  the  manufacturer  can 
coromar  d. 

Supp  3se  a manufacturer  to  have  expended  a thousand  pounds  in 
producing  hardware  articles, — that  he  sells  them,  receives  the  pur- 
chaser’s promissory  note,  payable  in  three,  four,  or  six  months  after- 
wards f )r  the  amount ; he  may  buy  raw  produce  to  the  value  of 
£1000,  and  settle  the  price  by  indorsing  the  Bill  to  the  person 
who  su  )plies  him  ; and,  by  repeated  indorsations,  it  may  serve  as  a 
means  of  paying  for  many  purchases  of  things  existing;  but  in  its 
original  form  it  could  not  be  used  as  an  instrument  for  farther  pro- 
duction The  holder  would  find  it  necessary  to  carry  it  to  a Banker 
or  Bill-  broker  and  get  it  discounted,  in  other  words,  to  obtain  for  it 
gold,  si  [ver,  or  bank-notes  that  pass  as  currency ; for  these  alone 
will  ser  i^e  to  pay  the  wages  of  labour.  In  buying  and  selling  also, 
“ currei  icy  ” is  necessary  as  a means  of  settling  small  transactions  ; 
for  Bill  i of  Exchange  and  Bank  Drafts  are  not  suitable  for  payments 
of  shiUi  igs  and  pence,  and  not  even  for  purchases  of  one,  two,  or 
three  p Dunds’  value. 

Mr.llaslam  assumes  that  the  whole  “currency’*  in  circulation 
in  the  1 lands  of  the  public,  as  distinguished  from  fixed  capital,  bills, 
and  diafts  on  bankers,  is  composed  of  gold,  silver,  and  bank- 
notes i.uthorised  bylaw,  and  amounts  to  £75,000,000.  We  shall 
call  this  the  “money  capital”  of  the  country.  Parts  of  it  are  always 
in  the  hands  of  the  working  classes,  of  retail  dealers,  and  of  persons 
not  enc  aged  in  trade,  who  use  it  in  their  small  disbursements.  Let 
us  assume  the  aggregate  of  these  parts  to  amount  to  £25,000,000. 
Farthei , other  portions  of  it  will  be  found  in  the  possession  of  manu- 
facture: s,  as  part  of  their  working  capital ; and  we  may  estimate  the 
amouni  of  these  at  other  £25,000,000.  This  will  leave  £25,000,000 
stiU  to  be  accounted  for.  It  exists  in  the  hands  of  bankers  and 
money  capitalists,  persons  who  are  engaged  in  no  trade  themselves, 
but  ho]  d their  wealth  in  the  form  of  tangible  currency,  and  make  a 
profit  ( f it  by  lending  it  at  interest  to  those  who  employ  it  in  trade 
or  mar  ufactures.  This  constitutes  the  fund  out  of  which  currency 
can  be  furnished  to  persons  engaged  in  every  kind  of  production, 
who  re  ijuire  money  beyond  the  amount  of  their  own  capital.  It  may 
be  adv  meed  as  simple  loans  ; as  cash  for  bills  discounted ; or  in  any 
other  iDrm;  and  it  may  be  designated  “ the  loanable  capital  ” of  the 
countr;  ^ 

Assi  iming  then  that  this  loanable  fund  is  limited,  it  is  of  no  conse- 
quence to  our  argument  what  the  precise  amount  of  it  may  be.  If 
it  have  limits  at  ^1,  its  limitation  will  serve  our  object  in  illustrating 
the  rei  1 nature  of  Mr.  Haslam’s  proposal,  and  that  also  of  most  other 
advocates  of  a self-adjusting  currency,  whose  works  we  have  perused. 
Suppo  >e  then,  that  there  has  been  an  extraordinary  expenditure  in 
constri  icting  railways,  and  manufacturing  goods,  such  as  occurred  in 
1845  ind  1846,  attended  by  high  profits,  and  much  buying  and 
selling  in  * small  amounts,  it  is  obvious  that  there  would  be  large 
deman  Is  on  the  owners  of  loanable  capital  for  the  use  of  it,  by  the 
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individuals  engaged  in  these  profitable  enterprises.  The  more  the 
production  was  extended,  the  nearer  would  the  limit  of  the  fund  be 
approached ; and  the  keener  would  be  the  competition  of  producers 
to  obtain  supplies  of  it.  The  exhaustion  of  its  amount  would  render 
it  more  and  more  difficult  to  comply  with  the  demands  of  those  who 
desired  to  borrow  it ; and  its  owners,  the  bankers  and  capitalists, 
would  then  naturally  be  led  to  increase  the  rate  of  interest  at  which 
they  would  lend.  We  should  thus  have  great  and  manifold  transac- 
tions in  business,  attended  by  a diminished  state  of  the  “ loanable 
capital  ” of  the  country. 

We  shall  be  told,  however,  that  currency  constantly  circulates,  and 
that  it  finds  its  way  back  to  the  coffers  of  the  money-lenders  as  fast 
as  it  is  given  out.  Here,  however,  comes  fallacy  the  first  in  the 
argument.  The  owners  of  “ loanable  capital  ” deal  only  in  money, 
and  the  currency  which  they  advance  finds  its  w’ay  back  to  them 
only  in  two  forms — repayment  of  previous  advances,  or  deposits. 
Now,  when  a loan  is  repaid,  a vacuum  is  made  to  the  extent  of  it, 
in  the  resources  of  the  individual  who  repays  it.  In  general,  he 
presents  a new  bill,  or  other  security,  to  the  money-lender,  and 
requests  to  have  it  restored  to  him  as  a fresh  loan.  If  no  increase 
in  production  was  taking  place,  the  repayments  would  furnish  ade- 
quate means  for  re-discounting,  and  there  would  be  no  increased 
pressure  on  the  “ loanable  fund.”  Suppose,  however,  that  the 
manufacturer  who  holds  £5000  of  lent  currency  obtained  from  a 
banker,  on  discounted  bills,  demands  a loan  of  other  £5000  before 
the  repayment  of  the  first  advance,  it  is  clear  that  if  the  banker 
comply  with  the  request,  he  will  diminish  his  “ loanable  fund  ” to 
the  extent  of  £5000.  In  times  of  the  expansion  of  trade,  this  is  the 
common  course  of  action  of  producers  in  general;  they  are  all  press- 
ing to  obtain  increased  portions  of  the  “loanable  fund”  in  exchange 
for  “ securities,”  to  enable  them  to  increase  their  production ; and  of 
necessity  the  drain  on  this  fund  must  bring  it  nearer  and  nearer  to 
exhaustion. 

It  may  be  asked,  however,  whether  fresh  loans  may  not  be  supplied 
from  “ deposits.”  Unfortunately  not;  because  in  brisk  times,  when 
production  is  highly  profitable,  bank  deposits  are  withdrawn,  and 
applied  in  a more  lucrative  field. 

The  result  of  these  combined  circumstances  is  the  following. 
There  is  a large  amount  of  currency  in  the  hands  of  the  producing 
and  trading  members  of  society;  and  among  them  money  is  said  to 
be  plenty ; but  there  is  a corresponding  scarcity  of  it  in  the  coffers 
of  bankers  and  money-lenders. 
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[From  the  Daily  Scotsman  of  20th  May,  1856]. 

In  our  paper  of  the  17th  of  May,  we  traced  the  evolutions  of  the 
currency  to  that  point  in  which,  from  briskness  of  trade,  there  is  a 
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large  imount  of  it  in  the  hands  of  the  public,  and  a corresponding 
search  ^ of  it  in  the  coffers  of  bankers  and  money-lenders. 

What  then  follows?  Under  the  present  system,  manufacturers 
and  t]  aders  in  general  press  on  in  the  career  of  increasing  pro- 
ductio  1,  and  accumulating  stocks,  as  long  as  profit  is  realised.  Al- 
thougli  the  demand  for  broad-cloth,  cotton  goods,  hardware,  and 
other  commodities,  has  limits,  they  never  pause,  but  proceed  in 
calling  ■ more  and  more  of  them  into  existence,  until  they  produce  a 
larger  quantity  than  the  public,  at  the  time,  desire  to  consume.  The 
mercl  ants  buy  goods  and  increase  their  stocks  in  a similar  way. 

Th(  producers  now  find  a difficulty  in  selling : and  when  the  days  of 
paymi  :nt  arrive,  if  they  have  used  in  their  production  money  bor- 
rowed for  short  periods,  say  for  three,  four,  or  six  months,  they  are 
forced  to  lower  the  price  of  "their  goods  to  induce  those  who  still 
hold  disengaged  currency  to  buy  from  them  5 for  they  must  pay  in 
currei  cy.  When  many  persons  find  themselves  placed  in  these  cir- 
cumstances,  there  are.  many  sellers  and  few  buyers.  The  sellers 
have  already  obtained  possession  of  the  greater  portion  of  the  loan- 
able capital  of  the  country,  and  expended  it  in  goods;  and  they  are 
presse  d for  more  currency  with  which  to  pay  their  debts.  The 
currei  icy  has  not  ceased  to  exist,  but  it  is  diffused  through  the  mass 
of  the  people,  and  has  not  yet  found  its  way  back  into  the  coffers  of 
its  ow  ners,  the  capitalists  who  live  by  lending  it;  and  they,  therefore, 
cannet  supply  more  of  it  in  loan. 

At  this  point,  then,  a commercial  crisis  commences;  but  there  are 
gener  illy  other  attendant  circumstances  which  augment  its  pressure. 
Durirg  the  period  of  high  profits  and  ever  expanding  production, 
large  quantities  of  raw  materials  for  manufacturing  purposes,  of  ma-  - 
nufac  :ured  articles  of  luxury,  such  as  silk,  wine,  &c.,  are  imported 
from  hreign  countries.  As  home  prices  are  high,  foreigners  restrict 
their  purchases  in  English  markets,  and  thus  England  gets  into  debt 
to  fo'eign  nations.  In  1846,  a failure  of  the  potato  crop  caused  a 
famin  e,  and  we  bought  large  quantities  of  corn  also  from  foreigners, 
whicl . greatly  augmented  our  debts  to  them.  In  order  to  discharge 
these  a demand  for  gold  for  exportation  arose,  and  every  sovereign 
expoited  was  so  much  withdrawn  from  the  “currency,”  which,  as 
already  stated,  constitutes  at  once  the  fund  for  paying  for  labour, 
and  ! ilso  that  out  of  which  loans  are  made  by  money  capitalists  to 
producers.  If  £10,000,000  of  gold  were  exported,  as  happened  in 
1847,  while  the  producers  and  merchants  had  invested  in  goods  all 
their  own  currency,  and  a large  portion  of  the  “ loanable  capital’  of 
the  n loney-holders,  under  the  obligation  to  repay  it  at  short  dates,  . 
the  ] iressure  for  loans  on  the  part  of  such  of  them  as  were  in  debt 
would  be  intense,  while  the  means  of  complying  with  their  demands 
would  be  greatly  abridged.  In  these  circumstances  a money  crisis 
reaches  its  height. 

W lat  next  ensues  ? The  debtor  class  are  forced  to  reduce  the 
prices  of  their  goods,  in  order  to  tempt  the  few  persons  who  have 
been  so  prudent  as  retain  money  capital  unengaged  to  buy  from 
them  and  the  proportion  of  the  numbers  who  are  forced  to  sell  in 
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relation  to  those  who  are  capable,  and  who  are  disposed  to  buy  for 
cash,  will  determine  the  extent  of  the  fall  in  prices.  If  there  are 
many  sellers  and  few  buyers,  those  who  are  in  debt  will  be  com- 
pelled to  make  great  sacrifices ; and  the  knowledge  among  money- 
holders  that  the  debtor-class  is  numerous  and  hard  pressed,  will  in- 
duce them  to  hold  off  from  purchasing,  until  they  think  the  lowest 
level  in  prices  has  been  reached.  A rational  regard  to  their  own  in- 
terest obviously  dictates  reserve  in  purchasing ; for  if  prices  continue 
to  fall,  they  will  lose  the  difference  between  the  price  they  pay  and 
that  of  the  lowest  depression. 

These,  then,  are  the  phenomena  which  constitute  a manufacturing  | 
and  commercial  crisis.  Let  us  now  inquire  into  their  causes  and  ^ 
consequences.  The  chief  cause  appears  to  us  to  be  the  error  com- 
mitted by  the  great  majority  of  producers  and  merchants  of  “ has- 
tening to  be  rich.”  Those  producers  and  merchants  who  have  not 
extended  their  business  on  capital  borrowed  at  short  dates,  are  not  > 
forced  to  make  these  sacrifices.  They  have  no  debts  pressing  on  ; 
them,  and  are  able  to  hold  their  stocks  until  the  crisis  has  passed 
away.  But  they  feel  the  pressure  of  it  in  the  stagnation  of  their 
sales,  and  in  falling  prices.  Even*these  prudent  producers  are  forced  , 
to  place  their  workmen  on  half-time,  or  cease  working  altogether; 
and  the  prudent  merchants  limit  or  suspend  their  purchases.  These  i 
restrictions  produce  a crisis  in  the  condition  of  the  workmen,  and  j 
also  in  that  of  manufacturers,  who  depend  on  mercantile  orders  for  1 
the  employment  of  their  establishments.  Labour  ceases  to  be  in  , 
demand,  and  wages  fall;  and  in  some  districts,  by  the  suspension  of 
production,  they  fail  altogether.  The  crisis  immediately  extends  to 
shopkeepers  and  tradesmen — such  as  tailors,  shoemakers,  and  others,  ■ 
who  depend  on  the  orders  of  workmen  for  their  support ; and  thus 
the  evil  spreads. 

Here,  then,  although  prudent  manufacturers  and  merchants  are 
not  pressed  in  their  own  finances  by  the  crisis,  all  their  operative 
workmen,  and  the  shopkeepers  dependent  on  them,  inevitably 

suffer. 

To  us  there  appear  to  be  three  natural  means  of  averting  or  j 
palliating  these  evils,  viz. — 1st,  Prudence  on  the  part  of  producers 
and  merchants  restraining  them  from  manufacturing  and  purchasing 
more  commodities  than  the  consuming  public  are  able  and  willing 
to  purchase  at  the  time ; Secondly— Forbearance  in  using  capital 
borrowed  for  short  periods,  with  a view  to  avoid  the  necessity  of 
resorting  to  compulsory  sales;  and  thirdly — That  the  operatives 
should  save  part  of  their  earnings  when  wages  are  high,  to  support 
them  while  the  surplus  produce  of  their  labour  is  in  the  course 
of  being  consumed. 

These  precautionary  measures,  if  all  employed,  would  in  our 
opinion  prevent,  or  greatly  mitigate  manufacturing  and  commercial 
crises;  but  all  these  require  the  exercise  of  human  reflection,  fore- 
sight and  self-restraint  in  the  pursuit  of  wealth,  and  a perception 
that  trade,  like  the  tides  and  seasons,  is  placed  under  natural  laws, 
which  being  obeyed  lead  to  prosperity,  and  when  disobeyed  to  ruin; 
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and  a. so  religious  and  moral  convictions  sufficiently  distinct  and 
strong  to  enforce  obedience  to  these  laws  as  duties. 

These  considerations,  however,  figure  very  little,  or  not  at  all,  in 
most  of  the  proposals  for  averting  commercial  disasters,  by  a self- 
reguls  ting  currency.  If  prosperity  has  been  made  by  divine  Provi- 
dence to  depend  on  industry,  governed  by  intelligence  religion  and 
moral  ty,  and  the  currency  doctors  aim  at  securing  it  by  mechanical 
regula  tions,  they  must  fail,  for  their  means  are  not  adapted  to  the 
end.  Let  us,  then,  investigate  and  analyse  their  machinery  for  dis- 
pensirg  with  the  exercise  of  moral  and  intelligent  principles  in 
humai  i enterprise,  when  directed  to  the  production  or  acquisition  of 
wealt]  i ; for  this  is  their  real  aim,  although  they  do  not  acknowledge 
it  the;  nselves. 

They  will  say,  that  the  obvious  cause  of  the  crisis  is  the  ex- 
hausti  Dn  of  the  “ loanable  fund,”  and  that  if  the  Bank  of  England, 
and  o"  her  Banks  of  issue,  were  only  authorised  to  issue  more  cur- 
rency notes,  the  evil  would  be  prevented ; and  they  recommend  that 
such  j ower  should  be  given  to  them.  This  appears  to  us  to  be  fal- 
lacy t le  second.  Let  us  trace,  then,  the  operation  of  this  proposed 
measi  re  if  carried  into  effect.  As  already  observed,  prudent  pro- 
ducer: i and  merchants,  who  are  not  in  debt,  and  are  able  to  hold 
their  stocks,  do  not  require  the  creation  of  more  currency  notes : 
nay,  t tiey  deprecate  it  as  highly  injurious  to  their  interests,  because 
its  su]iply  would  tempt,  and  also  enable  the  debtor  class  to  proceed 
in  pri  iducing  commodities  which  are  already  redundant,  and  thus 
cause  an  increasing  fall  in  prices.  If  the  debtor  class  were  restrained, 
those  individuals  who  possessed  large  capitals  still  unengaged,  could 
contir  ue  manufacturing ; because  they  could  purchase  the  raw  ma- 
terial and  obtain  labour  at  greatly  reduced  prices,  and  hold  the 
accun  ulated  produce  until  the  markets  were  cleared.  But  those 
who  ^ rere  in  debt  eould  not  do  so,  unless  fresh  loans  for  indefinite 
period  s were  constantly  supplied  to  them.  The  eontinued  produc- 
tion 0 r goods  hy  them  would  therefore  be  an  unmixed  evil. 

In  our  next  article,  however,  we  shall  grant  to  our  opponents  the 
privih  ge  of  increasing  the  currency  as  they  desire,  and  inquire  into 
the  c(  nsequences  which  will  follow. 


[From  the  Scotsman  of2ith  May,  1856]. 

Wrving  all  other  considerations,  let  us  now  grant  to  the  op- 
poner  ts  of  the  Bank  Restriction  Act  the  privilege  of  allowing  the 
Bank  of  England  and  all  other  Banks  to  issue  notes  unrestricted  in 
amou)  it,  and  without  any  other  security  than  the  issuer’s  promise  to 
pay,  £ nd  we  ask.  How  would  the  newly-created  bank  notes  reach 
the  dibtor  class?  The  bankers  and  money-holders  would  not  buy 
their  goods ; for  they  do  not  deal  in  commodities,  but  only  in  lending 
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money.  What,  then,  would  be  their  inducements  to  lend  to  them ; 
for  no  other  class  will  ask  them,  in  the  midst  of  a crisis,  to  lend 
at  the  high  rate  of  interest  then  prevailing  The  debtor  class 
are  pressed  for  currency  because  they  have  engaged  to  repay  money 
already  borrowed,  and  cannot  do  so,  on  account  of  their  goods 
not  being  saleable  at  prices  which  will  reimburse  the  money 
expended  in  their  production.  Bankers  and  money-lenders  perceive 
this  fact,  and  also  distinctly  see  that  a great  fall  in  prices  will 
render  insolvent  every  individual  whose  stock  has  been  produced 
chiefly  on  borrowed  money.  They  are,  therefore,  far  more  anxious 
to  recover  possession  of  their  lent  capital,  than  to  increase 
their  risks  by  lending  more  to  such  persons.  They  call  on  them 
to  pay  up  the  loans  at  the  dates  when  their  obligations  come  to 

maturity. 

In  point  of  fact,  if  the  owners  of  the  money  lent  would  consent  to 
postpone  indefinitely  exacting  repayment  of  it,  and  refuse  to  make 
farther  advances,  the  debtor  class  would  be  more  effectually  relieved 
than  by  fresh  loans  ; because,  the  want  of  currency  would  force  them 
to  suspend  production,  and  there  being  no  pressure  on  them  to 
repay  their  borrowed  capital,  they  could  hold  their  goods  until  the 
natural  progress  of  consumption  rendered  them  again  saleable.  But 
no  one  has  proposed  to  institute  this  remedy  by  Act  of  Parliament ; 
and  the  money  lenders  are  not  likely  to  furnish  it  voluntarily. 
When  their  debtors  cannot  pay,  they  become  uneasy,  and  are  led  by 
the  instinct  of  self-preservation  to  urge  them  to  refund.  They  see 
clearly  that  the  debtor  is  pressed  for  money,  and  fear  that  he  is  either 
already  insolvent,  or  in  danger  of  becoming  so,  by  having  increased 
his  stock  of  goods  beyond  the  limits  of  his  own  capital,  on  money 
which  he  has  borrowed  and  cannot  refund  unless  he  sell  his  goods 
at  such  a depreciation  as  may  render  him  unable  to  meet  his  en- 


gagements. 

The  debtor  class,  therefore,  are  thrown  by  necessity  on  the 
alternative  of  demanding  fresh  loans;  and  it  is  to  obtain  these,  that 
they  call  for  an  extension  of  the  currency.  Suppose,  then,  that 
their  demands  were  complied  with,  what  would  ensue  } They  must 
borrow  from  Peter  to  pay  Paul ; for  borrow  they  must,  or  sell  their 
goods  at  depreciated  prices  to  redeem  their  obligations,  which  is  the 
very  evil  they  seek  to  avoid  when  they  call  for  an  extension  of  the 
currency.  But  would  Peter  be  disposed  to  lend  them  money,  sup- 
posing that  he  had  abundance  of  the  newly  created  bank  notes  in 
his  coffers  ? When  he  understood  that  it  was  to  be  employed  in 
paying  Paul,  he  would  see  that  this  would  just  be  transferring  his 
money  into  Paul’s  pockets,  and  taking  on  his  own  shoulders  the  risks 
which  had  led  Paul  to  force  his  debtor  to  pay  1 

No  extension  of  the  currency,  therefore,  can  provide  a remedy  for 
the  evil  which  a manufacturer  or  merchant  brings  upon  himself 
when,  by  “ hastening  to  be  rich,”  he  runs  in  debt  and  encumbers 
himself  with  stock  which  he  cannot  sell  except  at  a loss.  It  would 
not  be  expedient  to  create  an  inexpensive  artificial  currency,  such  as 
bank  notes,  and  to  advance  it  to  this  class  of  persons,  merely  to 
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enable  them  to  avoid  loss  by  sales  of  their  goods  at  depreciated 
prices  ; for  if  the  currency  is  to  he  redeemed  in  gold,  or  in  anything 
of  vail  le,  who  is  to  encounter  the  risks ' inseparable  from  such  ad- 
vances ? Will  the  Bankers  do  so  ? Certainly  not;  for  when  a Banker 
discou  nts  a Bill,  say  at  sixty  or  ninety  days,  and  gives  for  it  his  own 
promi  isory  notes  payable  on  demand,  what  does  he  do  ? He  stakes  ^ 

his  ov  n capital  to  enable  the  discounting  trader  to  pay  a debt  or  to 
make  a purchase  ; for,  he  it  observed,  that  although  the  banknotes 
issued  in  discounting  the  trader’s  bill,  have  cost  the  Banker  nothing 
beyon  1 the  price  of  the  paper  and  the  stamp,  they  constitute  a claim 
on  his  own  capital,  the  moment  they  come  into  the  hands  of  a bond 
Jide  h(  Ider.  When  presented,  he  must  pay  them  in  currency,  whether 
the  di  jcounted  Bill  has  reached  maturitv  and  his  advance  on  it  been 
refunc  ed,  or  not.  We  ask,  then,  will  any  legal  permission  to  a 
Bank(  r to  pledge  his  own  resources  in  the  form  of  banknotes,  induce 
him  fi  eely  to  place  them  in  the  hands  of  embarrassed  debtors,  to 
extrici  ite  them  from  their  difficulties  ? In  point  of  fact,  he  does  not 
requirj  an  act  of  Parliament  to  allow  him  to  do  this.  If  solid 
Bankc  rs,  on  receiving  a commission,  will  sell  letters  of  guarantee  « 

pledgi  Qg  themselves  to  pay  on  demand  certain  sums  to  the  bearer  of 
the  le‘  ters,  and  give  these  to  their  customers  in  exchange  for  their 
merca  itile  Bills  at  sixty  or  ninety  days,  they  will  aid  them  as  effec- 
tually, and  in  precisely  the  same  manner,  as  if  they  printed  and 
issued  banknotes  for  the  same  sums.  Why,  then,  are  letters  of 
guarantees  from  Bankers  not  resorted  to,  as  means  of  averting  a 
crisis  Simply  because  prudent  Bankers  would  decline  to  grant 
them  to  traders  involved  in  debt,  and  whose  solvency  is  contingent 
on  rat  es  of  prices,  which  no  individual  can  foresee  or  control ; and 
this  is  precisely  the  reason  why  prudent  Bankers  would  decline  to 
issue  banknotes  to  such  customers,  although  authorised  by  Act  of 
Parlia;  nent  to  do  so. 

Wi]  I Government,  then,  on  receiving  such  securities  as  embarrassed 
debtoi  s can  afford,  be  justified  in  issuing  notes  payable  in  currency 
on  demand,  to  relieve  them  from  their  difficulties  ? They  would  be-  ^ 

tray  tl  le  interests  of  all  the  prudent  and  solvent  members  of  the  com- 
munit  ^ if  they  should  lend  notes  guaranteed  by  the  taxes  contributed 
by  those  members,  to  the  imprudent  and  over- sanguine,  who  had 
embarrassed  themselves  in  reckless  pursuit  of  gain. 

Mo  ’Cover,  even  assuming  that  the  Bankers  or  Government  should 
supply  this  class  with  currency  to  enable  them  to  pay  their  debts 
and  t(  hold  their  goods,  it  must  necessarily  be  on  the  condition  that 
the  m irchant  shall  suspend  his  purchases,  and  the  manufacturer  his 
produ  ;tion,  until  their  stocks  are  sold  and  the  advances  repaid.  To 
furniai  them  with  currency  to  enable  them  to  proceed  in  augmenting 
their  ! tocks,  would  be  felo  de  se,  increasing  the  very  evil  which  is 
threat  jning  them  with  ruin.  But  if  they  suspend  buying  and  manu- 
factur;  ng,  what  will  be  the  condition  of  those  persons  who  depend 
for  sulisistence  on  their  purchases  and  production?  These  dependent 
persor  s will  lose  employment  and  the  means  of  subsistence ; and 
no  ingenuity  can  save  them  from  this  calamity.  A commercial 


crisis,  therefore,  has  natural  causes,  and  if  we  call  these  into  opera- 
tion, no  human  power  can  avert  the  effects,  in  suffering  and  disaster, 
which  they  will  produce. 

Shall  we  supply  the  humbler  classes,  too,  with  artificial  currency  , 
to  enable  them  to  live  idle,  to  buy  the  redundant  goods,  and  thus  to 
bring  things  round  without  anybody  suffering  inconvenience  ? If  the 
currency  thus  advanced  to  them  is  to  be  redeemed  by  those  w’ho 
issue  it,*  they  must  have  some  security  for  reimbursement  from  those 
to  whom  they  lend  it.  If  the  labourers  have  been  prudent,  they 
will  have  money  in  the  savings’ -banks  sufficient  to  enable  them  to 
live  over  the  period  of  stagnation,  and  will  not  require  advances  of 
artificial  currency.  If  they  have  not  been  prudent,  and  are  penniless, 
those  who  advance  the  currency  to  them  must  bestow  it  on  them 
out  and  out;  and  if  so,  they  must  either  repudiate  the  currency  notes  . 
so  issued  and  applied,  or  redeem  them  out  of  their  own  capital ! 

In  short,  as  we  before  remarked,  a commercial  crisis  is  the  result 
of  the  action  of  human  beings ; and  there  is  a natural  connection 
between  the  course  they  pursue  and  the  ends  they  reach,  which  no 
human  power  or  ingenuity  can  alter.  There  is  only  one  apparent 
exception  to  the  truth  of  this  proposition.  A crisis  may  be  caused 
by  a famine,  which  forces  the  nation  to  export  gold  largely  to  pay 
foreigners  for  food.  This  will  cause  contraction  of  the  currency,  and 
embarass  those  who  are  in  debt ; and  it  may  be  said,  that  this  will 
happen  irrespective  of  their  own  imprudence.  But  it  is  known  that 
deficient  crops  occur  from  time  to  time,  and  a thoroughly  prudent 
man  will  include  this  contingency  in  his  calculations.  Besides,  it  is 
only  by  exporting  largely  that  the  currency  withdrawn  can  be  re- 
called ; and  diminished  prices  are  the  grand  inducements  to  foreigners 
to  purchase  and  export  our  produce.  In  this  case,  therefore,  if  the 
calamity  be  natural,  a fall  in  prices  must  be  submitted  to  as  the  re- 
medial means  dictated  by  nature.  To  supply  by  issues  of  artificial 
currency  the  vacuum  caused  by  this  natural  drain,  to  sustain  prices 
at  home  and  thus  prevent  exportation,  would  lead  only  to  an  increase 
of  the  evils  sought  to  be  avoided. 

Similar  observations  apply  to  a crisis  produced  by  war.  Men 
must  regulate  their  conduct  in  buying  and  producing  by  a rational 
consideration  of  the  effects  of  war ; and  it  is  vain  to  seek  to  dispense 
with  this,  and  at  the  same  time  to  secure  prosperity  by  artificial 
evolutions. 

It  would  be  a great  public  advantage  if  all  manufacturers  and 
importing  merchants  were  compelled  to  report  at  the  end  of  every 
month  the  amount  of  goods  they  had  produced  and  imported  during 
it.  The  Government  publishes  accounts  of  exports ; and  by  com- 
paring the  two,  prudent  men  would  be  supplied  with  some  data  that 
might  help  them  to  discern  the  approach  of  a crisis  in  the  increase  * 
of  stocks,  and  to  prepare  for  it. 

Raising  the  rate  of  interest  by  Bankers  and  money-lenders,  in  pro- 
portion as  the  loanable  capital  in  their  hands  is  diminished,  is  a 
natural  course  of  action : the  thing  they  deal  in  is  scarce,  and  is 
greatly  in  demand,  and  it  is  right  that  he  who  can  give  them  the 
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best  security  and  pay  the  highest  interest,  should  have  the  use  of  it. 

There  is  no  call  on  them  to  supply  it  on  indifferent  security  to  per- 
sons > rhose  ability  to  refund  is  doubtful,  and  to  whom  a high  rate  of 
intere  st  is  ruinous.  Moreover,  a high  rate  of  interest  is  the  natural 
check  to  overproduction  on  borrowed  money.  When  eight  per  cent, 
must  be  paid  on  loans,  the  commercial  and  manufacturing  profit  ^ 

must  3e  high  indeed  to  render  production  remunerative  under  this 
burdei.  Buying  and  producing  then  ceasing  to  be  lucrative,  self- 
intere  st  will  supply  the  place  of  prudence,  and  over-production  and 
over-1  uying  will  be  checked.  The  grand  object,  however,  of  the 
advoc  ites  of  an  increase  of  artificial  currency  in  such  circumstances, 
is  to  I eep  interest  low  and  money  plenty,  and  thereby,  render  re- 
strict! m unnecessary.  Were  this  possible,  which  it  is  not,  they 
would  only  aggravate  the  evil  under  which  the  debtor  class  suffers. 

The  re  is  great  confusion  in  the  minds  of  many  persons  about  the 
circun  istances  in  which  money  becomes  plentiful  and  scarce.  When 
merch  ants  and  manufacturers  have  accumulated  large  stocks  of  goods 
on  bo:  rowed  money,  the  loanable  capital  in  the  hands  of  money- 
lendei  s is  low,  and  currency  is  scsirce  in  the  hands  of  these  persons.  « 

But  if  there  has  been  no  foreign  drain,  the  currency  in  the  hands  of 
the  working  classes  and  retail  dealers,  which  they  have  acquired 
from  1 heir  employers,  must  necessarily  be  considerable.  They  will 
not  fe  ;1  the  pressure  until  their  supply  has  been  cut  off  by  the  em- 
barrassments  of  their  employers;  and  then,  as  their  expenditure 
must  proceed  that  they  may  live,  it  will  become  scarce  with  them 
also.  What  next  ensues  ? The  money-lenders  call  on  their  debtors 
to  pay  up  their  loans,  and  while  the  solvency  of  many  dealers  is 
doubt  ul,  they  lend  little.  Money,  then,  becomes  very  scarce  among 
merch  ants,  manufacturers,  workmen,  and  retail  dealers ; and,  in 
time,  abundant  in  the  coffers  of  Bankers  and  other  money-lenders. 

When  this  state  of  things  has  been  reached,  there  is  much  loanable 
capita,  and  few  satisfactory  borrowers;  and  interest  naturally  falls. 

After  the  manufacturing  and  commercial  world  has  been  weeded, 
and  t le  solvent  and  insolvent  have  been  separated,  confidence  is  at 
last  r«  stored,  and  the  money-holders  becoming  anxious  to  turn  their 
now  i ccumulated  capital  to  account,  extend  their  advances.  If  ^ 

the  S(  icurity  be  good,  they  lend  on  easy  terms.  Low  interest,  and 
confid  mce  on  the  part  of  lenders  lead  to  new  loans,  to  new  pro- 
ductioti,  and  the  revival  of  trade.  Interest  then  rises  in  pro- 
portio  1 as  the  loanable  capital  is  absorbed,  and  as  goods  accumulate. 

If  tho  se  who  play  this  game  of  borrowing  and  producing  will  shut 
their  eyes  to  its  natural  rules,  dispense  with  forethought,  self- 
restraint,  and  all  moral  and  intellectual  considerations  in  the  blind  , 
pursui : of  gain,  a new  crisis  will  inevitably  occur — a new  pressure  in 
the  ir  oney  market — a new  cry  for  extended  currency — and  so  forth 
to  the  end  of  time ; or  until  men  learn  to  understand  their  own  true 
interej  ts,  and  to  pursue  them  like  rational  and  accountable  beings.  ^ 

^ In  c ur  schools  we  omit  to  instruct  the  young  in  the  natural  laws 
which  regulate  the  production  and  distribution  of  wealth ; and  these 
are  no ; taught  in  the  merchants’  or  manufacturers’  establishments  in 
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which  the  practical  details  of  trade  are  learned.  Generally  speaking, 
therefore,  men  enter  into  business  unconscious  that  such  laws  exist, 
or  that  they  are  concerned  in  knowing  them ; and  this  ignorance  is 
one  great  cause  of  the  recurrence  of  commercial  convulsions.  While 
the  public  continue  to  view  sectarian  dogmas  as  the  basis  of  a sound 
practical  education,  and  are  indifferent  to  the  teaching  things  that 
relate  to  individual  and  social  well-being  in  this  life,  improvement  in 
this  respect  appears  lamentably  distant.  The  sufferings  which  we 
have  now  been  contemplating  appear  to  us  to  be  the  inevitable 
penalties  of  our  errors,  yet  we  fly  to  every  imaginable  device  for 
evading  them  except  that  of  removing  their  natural  causes. 
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